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participate in the salc). The likelihood that @ CLEC is willing 10 participate in
a special access sale is estimated bY the fraction of IS connected buildings that
are on-nel as opposed 1o being on-switch or total service resale. (We assume
normitl business behavior, that is, that the CLECs will want to maximize the
use of their network facilities.) We estimate this likelihood 1o he 30.9% across
BellSouth s territory. Therefore ifthere are 2 collocated CLECS, the prob-
ability of the special access saleis 1 — (I-0.309)' = 0.52.2

EMG's 30.9% figure purports to represcnt the proportion of only those buildings in which
CLECs have custamers wherr CLEC-owned facilities (designated as "'on net") arc present ("'the
[raction of its connected building, that are on-net as opposed to being on-switch or total service
resale"). Although the 30.9% figure is characterized as an "average,” EMG's specific use of it
assuimes that exactly 30.9%applies 1v each collocated C1.EC in each BellSouth wire center in
which such collocation is present. Morcuver, EMG's exponential calculation requires that, for
each CL.EC, the "on net" (vs. ILEC Special A ~~ss-served) buildings are randomly distributed
among all buildings scrved by the wire center. Nor only does EMG offer N0 support for any of

these assumptions. they are nndoubtedly nol even remotely close to reality.

24, Evenifall ot EMG's purported "facts™ and "assumptions' were accurate — which they
are not — its use of the proportion of CLLEC oil-net buildings to total CLEC-connected buildings
teaches nothing about the likelthood that a #ew customer not located in a building that has any
CLEC presence can be served by mecans ofa competitive alternative to I1.EC Special Access.
The appropriate driver for this “likelihood’™ analysis is necessarily the proportion of CLEC "on
net" buildings to aff buildings served by the ILEC wire center, whether or not any existing
customer therein takes scrvice that is provided by a CLEC. Using AT&T's statistics for purposes
of illustration {i.c., 186,000 out of 3- to 4-million commercial buildings) and accepting EMG's

3(.9% "on net" proportion, the¢ proportion of CLEC on-net buildings to total commercial

23. 1d., at 9, emphasis supplied. footnotes omitted
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buildings would translate to 30.9% ofthe 5% to 6% ofall commercial buildings in which any

C1.EC connection exists, i.e., roughly 1.5% to |.8% overall.

25. It is also extremely unlikely that the incidence of CLEC “on net” buildings is randomly
distributed among all CLECs with a collocation presence in a given wire center, as EMG has
assuined. In fact, it is far more likely that many ofthe same buildings are being served by more
than one CLEC. Inthat case, EMG’s exponential calculation would materially overstale the
“likelihood” that an IXC could obtain special access type services from at least one CLEC.
Indced, at the opposite extreme, if @il collocated CLECS served exactly the same buildings, then
the presence ol’'more than one CL.EC ina wire center would not increase the likelihood above
the single-CLEC lcvel, i.c., 30.9% under EMG’s assumption, or in the 0.4% range based upon

the proportion of CLEC on-net buildings vs. all commercial buildings served by the wire center.

26. ‘I'ne EMG analysis thus rests upon numerous unsupported and grossly unrealistic
assumptions, and so teaches nothing whatsoever as to the "likelihood” that CLEC-owned facil-
itics will be available to serve a given customer premiscs. Nevertheless, | have attempted to

rcplicatc EMG’s calculations using more realistic assumptions, and, when this is done, the results

are dramatically different.

27. EMG's Table 3 preseiits what EMG seeks to portray as the “probability of CLEC avail-
ability for wholesale special accessto IXC.” 1 have recast EMG’s Table 3 using (a) the percen-
tage of the 186,000 AT&T customer locations at which AT&T-owned on-net special access
facilities are available (3.23%) as an estimate of the average percentage of a given CLEC’s
customer locations that are served by that CLEEC's own facilities, and (b) the percentage of total
commercial buildings at which AT& T-owned facilities are available (0.2%) as an estimate of the
nvcrage percentage ofall commercial buildings served by a given wire center that are served by

that CLEC’s own facilities:
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Table 9

1

Number of CLECs at wire center

1 2 >3 (11) BST
Average
Probability 0.0323 0.0636 0.3031 0.1579

Recast of EMG Table 3 Probability of CLEC availability for wholesale SA to IXC
(based on percentage of all commercial buildings served by the wire center
at which facilities owned by any single CLEC are available)

Number of CLECs at wire center

1 2 >3 (11) BST
Average
Probability 0 0020 0 0040 0 0218 00123

A\ Table 10 demonstrates, when the niore realistic and more appropriate measure of CLLEC on-

net facilities is utilized —i.e., Cl.EC-served buildings as a percentage of af/ commercial

buildings served by the wire center — the "likelihood that [competitive] Special-Accesstype

facilities will be available™ to serve any potential CLEC customer is only about 1.23%, a far cry

from the patemly absurd 75.9% figure posited by EMG.

28. Even this corrected "analysis" does not provide a fully accurate assessment, in that it

still assumes a random distribution of on-net buildings for each CLEC and further assumes that

the AT&T-average applies in each and every wire center and for each and every CLEC collo-
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cated thercin. On the one hand, there is a greater likelihood that a randomly arriving customer
will want service at a building at which CLEC facilities are in place than at a random building
among all of those served by the wire center; in that event, the 1.23% result would tend to under-
state actual conditions. On the other hand. it is also likely that the number of buildings being
served by AT&T nationwide — 6.700 — is far larger than for most other CLECs, so ifthe actual
distribution of CLEC on-net buildings were substituted for an “average” based solely upon the
AT&T figure that | have used here. the result would be significantly overstated. T do not present
this “corrected” version o fthe EMG “analysis” for the purpose of providing any specific “likeli-
hood” estimate, but rather for the purpose of demonstrating the fatal flaws in EMG’s methodo-
logy and the sheer absurdity of its results. | believe that it is most likely that the probability of
some CLEC-provided alternative to ILEC special access being available for any given customer
in any given building is somewhere in the range of the results presented on Tables 9 and 10
above, i.e.. somcwhere between 1.23% and 15.79%, but probably a lot closer to the lower than to

the upper end ot this range.

29. Additionally, as Professors Ordover and Willig correctly observe, the presenceo f
CLEC-owned channel termination facilities is greatest where extremely high-capacity demand,
at the OOCn level, is present, and virtually nonexistent where all that is required at a particular
customer sitc is capacity at the single DS-3 level or below.” The EMG “study” implicitly
assumes a uniform distribution of CLEC-served buildings across all capacity levels. Conse-

quently, since the vast majority of individual special access type connections are at or below the

DS-3 level — and a substantial majority at or below the DS-1 level®® — there is no basis to infer

24. Ordover/Willig Reply Decl.. at paras. 28-30

25. For example, Ameritech’s most recent annual access filing with the Commission (using
2001 actual demand data, at the special access rates effective July 2002, projects $601.9-million
total access revenue, with $363.4-million categorized as DS-1, more than 60% oftotal revenues,
plus another 101-million for DDS and other digital lines, which brings the cumulative percentage

(continued...)
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anything from EMG's results — even ifotherwise accurate on an aggregate, market-wide basis
- as to the likelihood of a CI.EC facilitics presence in buildings where only minimal dedicated

spccial access capacity is required.

Vrriron's Competition for Special Access Services report provides a false and entirely
misleading assessment of the actual state of competition for special access services

3{. Verizon has also provided a grossly cxoggerated picture o f facilities-based special
access competition through its “Competition for Special Access Services” report.”* Several of
the report’s claims raise theoretical rather than factual matters addressing competition and are
being addressed clsewhcrc in AT&T s Reply Comments.”” For example, AT&T’ s comments
point out that Verizon's comparisons of “voice grade equivalent” lines reflect very high-capacity
links of various types rather than the scope oflhe availability ofcompetitive alternatives; that
Vcriron’s listings of citics with CLEC “nctworks” indicate very little or nothing about the
presence of CILLEC “on net” buildings, if any, in a served MSA; and that Verizon’s claims
regarding CLEC rcsale ot ILEC spccial access scrvices simply confirm that CLEC facilities that
compete with ILEC facilities are very limited in scope and, with respect to Verizon’s comparison

of special access resale 10 UNE resale, that the UNE use resirictions are unduly constraining.”

25, (...continued)
up to 77%. Inaddition, Ameritech’s filing identifies $122.9-million as revenues for DS-3

circuits. There is no separate break-out for OCn, but cvcn if halfofthe anticipated DS-3
revenues were trom associated with OCn-level circuits, the total percentage of revenues from
circuits at or below DS-3 levels would be 87%.

26. See In the Matter of AT&T Petition for Rulemaking to Reform Regulation of Incumbent
local Exchange Carrier Rates for Special Access Services, RM 10593, VerizonReport on
Competition for Special Access Services, filed Dec, 2, 2002 (“Verizon Report”).

27. See AT&T Reply Comments, supra at 10-19,

28. See Verizon Report, at 12-13, 21-23, 26.
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Verizon’s Report Generally Fails to Distinguish Between the Hype of the Hi-Tech
Bubble Era and Current, Actual Special Access Competitive Conditions.

31. Veriron's claims of special access competition are outdated. They are based on a time
when massive CLEC growth was presumed, where plans were as good as implemented, and
where press releases and analyst statements were presumed accurate and reliable. Of course, this
era cnded some time ago, and nowhere was this felt more acutely than the CLEC sector under
consideration. Veriron’s attempts to belatedly tap into the hype o f 2000 provide no basis for

judging competitive conditions in today’s market.

32. 'the financial health of CLECs is nowhere near what it was a couple of years ago. Most
large special access providers face the bankruptcy and its crippling effect on investor confidence
and the CLECs* credit. Forall but a few competitors, capital markets will hardly support

current operations, much less expansive “plans” relied on by Verizon.

33. The bubble-era hype infuses the Verizon report. For crucial evidence regarding the
availability of local fiber. Verizon relies upon announcements ot “planned” or “intended” net-
work rollout announced in 2000 and 2001.” 1t cites Jack Grubman, to establish the robustness o f
the now-crippled “wholesale fiber” sector.” It credits as meaningful the announcement ofa
“40.8 million round o f equity financing” as proofihat the capital markets have not all but closed
for many CLECs in this sector."! Verizon points to a “web-based trading pit for metropolitan

fiber” as support for its assertions regarding the robustness and scope offiber wholesalers — but

29. Id. at 17, Table 6 (citing AFS “plans to install”” additional fiber, Fiber Technologies
“planned network infrastructure”); id. at 20, Table 7 (stating that El Paso Global Network “plans
to spend $2 billion over the next four years on a nationwide fiberoptic network and ‘plans to
overbuild its metropolitan areas to provide better connectivity™).

30. 1d. at 15, fn.70.

3. See Verizon Rcport at 16, Table 6 (citing a $40.8 million round o f equity financing for
Yipes Communications).
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that web site has discontinued its locator serviccs and contains no postings for the sale of unde-
ployed fiber.”* And throughout its "analysis.” Verizon relies upon sources published by the New
Paradigm Resources Group, which takes o naively uncritical view o fthe CLECs' condition as it
discharges its role as cheerleader for this beleaguered industry sector. New Paradigm twists
financial reality by proposing that bankruptcy is somehow just a normal business condition that,

fortuitously, has the advantage of reducing interest expenses.™

34. In fact, bankruptcy is a severe impediment to competition and one that infuses the
sector. limiting current service provision and having even more significant consequences for
ongoing competition. As AT&'1 has shown and certainly not surprisingly, major I XC customers
cannot contract confidently with special access providersin bankruptcy — in large part because
their end user customers quite sensibly will not tolerate such arrangements.” Bankruptcy is
particularly debilitating in a capital intensive industry, where credit-worthiness is, by definition,
of paramount imporiance in raising the funds necessary to support continued operations (for cash
flow-negative suppliers), to cnable capital expenditures necessary to continue to provide service

to current customers, and to undertake network expansion.

35. 'The roll call otbankrupt suppliers of special access services continues and includes
some ofthe most significant providers. In the first nine months of 2002, newly bankrupt

providers include™:

32. See www.fiberloops.com/Fiberloops/posts.htm,

33. New Paradigm Resources Group, Inc., ('LEC Report 2003, Chapter 2 at 2 (17" ed. 2003)
("Chapter 11 Bankruptcy: A tlindrance or A Benefit?") (**CLEC Report 17" ed.").

34. See Inthe Matter of AT&T Petition for Rulemaking to Reform Regulation of Incumbent
Local Exchange Carrier Rates for Special Access Services, RM No. 10593, Declaration of
Kenneth Thomas on Behalf of AT& I at para. 9-10, Filed October 15, 2002 (" Thomas Decl.")

35. See CLEC Report 17" ed., at Ch. 2, Table 1
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Knology Broadband

Birch Telecom

WorldCom

ITC*DeltaCom

XO Communications
Advanced TelCom Group
Mpower Communications Corp.
Adelphia Business Solutions
Y ipes C'ominunications
Western Integrated Networks
Logix Communications
Network Plus Corp.

McLeod USA

Gilobal Crossing Ltd.

09/18/02
07/30/02
07/21/02
06/25/02
06/16/02
05/02/02
04/08/02
03/27/02
03/21/02
03/13/02
02/28/02
02/04/02
01/31/02
01/28/02

36. Of the sixteen major providers of special access services identified by Verizon,” six are

iii bankruptcy, while a seventh isjust now emerging from bankruptcy protection. Six ofthese

bankrupt providers fall within the top 9, interms oftheir special access revenues. The table

below reproduces Verizon’s presentation 0f major special access competitors to the HLECs, with

shading indicating those that have declared bankruptcy:”

36. See Verizon Report, at 9, Table 4.

37. See CLEC Report 17" ¢d.. at Ch. 2, pp. 2-4.

.
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Table 11
Major Competitive Providers of Special 55
Company Special Access Revenue JCompany Special Access Revenue
(2001 in millions) (2001 in millions)
$2,880 |MclLeod USA $91
World Com $2,207 [KMC Telecom $90
Qwest $380 [General Comm.. Inc. $71
Time Warner $384 |Adelphia Bus. Solutions $62
XO Communications $378 (BTl Telecom $48
IDT/WinStar $190 [NTS Communications $45
ICG Communications $165 |Cablevision Lightpath $28
ITC"DeltaCom $96 |Cox Communications $21

37. Apart from the implications of bankruptcies, the publicly released information regarding
the networks. serviccs and revenues of many of the largest special access providers should be
regartled as overstated through undue optimism (if not outright misrepresentation). Major
special access providers that ar¢ expected to restate their financial information and related ser-
vice claims include WorldCom, Qwest, and Adelphia Business. The example of Winstar is
instructive in assessing Verizon's current claims. OF the more than $90¢-million in CLEC
revenue that Winstar had claimed when it was acquired by IDT, IDT discovered that nearly
$750-million reflected fiber swaps that were irrelevant to CLEC competition.™ Despite its
carlier uncritical analyses, New Paradigm now estimates that $120-million ofthe asserted
Winstar revenue was derived from resale of ILEC services, indicating that only slightly less than
9% — or about $80-million — oWinstar's claimed $900-million in revenue resulted from

scrvices provided over its own facilities.™ This example accords with AT&T’s conclusion that

38 See New Paradigm Recources Group, Jnc., ('LEC Report 2002, Carrier Profile of Winstar
Communications at 2 (16" cd. 2002) (“CI.EC Report | 6" ed.").

39 fd
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CLEC assertions regarding on-net buildings have often proved overstated, with unexpected and

undisclosed reliance upon resale of ILEC special access services.*

Verizon Overestimates CLEC Revenues and Market Share.

38. Vcrizon attempts Lo portray the CLECs as vigorous competitors in special access
markets based upon claims that CLEC revenues represent approximately $10-billion ocut ofa
$28-billion market, with consistent growth, and that particular CLECs have robust special access
revenues.!' Even if true, these claims would not support the assertion that relevant markets are
competitive. Indccd, they would be entirely consistent with the highly scgmented competitive
markets that AT&T has documented.” Multiple providers of special access services may deploy
facilities in a few areas where customers are highly concentrated (indeed, have dramatically
overbuilt in those areas), but competitive alternatives do not extend to most buildings or to most
users even within relatively competilive MSAs, and the expansion o f facilities-based competition
appears to havc stalled because the overwhelming majority ofbuildings cannot be served
economically by aCLEC. Insum, certain high-volume customers may have competitive
alrcrnatives in a limited number of locations, but most do not even in areas subject to Phase [l
relief. "

39. In fact, Verizon's portrayal of CLEC revenues, growth, and market share — even using
the sources Verizon relies upon — is inaccuratc, lacks analytical integrity and conceals a deeply

troubled service sector that has largely stalled. First, while Verizon repeatedly suggests that the

40. Thomas Decl., at para. 8.
41. See Verizon Report, at 2, 27, and Table 4.
42. See AT&T Reply Comments, at 10-t9.

43. See, c.g., Comments of the Ad Hoc Telecommunications Users Commiitee, at 3-4.
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CLECs" special access revenue continues on a robust growth trajectory,™ the New Paradigm
research group now anticipates tlat revenues for the sector — even with the current customer
base experiencing steady growth in use of services. New Paradigm as recently as 2002 had
projected that CLEC dedicated access and private line revenues would increase by 61% from
2001 10 2005." More recently, New Paradigm has lowered these predictions and now estimates

only 11.6% 1otal growth from 2002 to 2006 — less than a 2.8% increase annuatly.*

40. Second, Verizon’s overstated claims collapse when it attempts to use FCC-sourced
information. Verizon asserts that the CLECS have revenue share o fapproximately 30% based
upon 2000 figures of $4.2-biltion of F'CC-reported revenue, supplemented by self-supply of
$1.3-biltion in 200). compared to ILEC special access revenues of $13-billion in 2000."" This
analysis contains three flaws: (1) it excludes non-RBOC I[.EC revenues (amounting to $1.1-
billion, or 8.1%, of ILEC local private line and special access revenues);™ (2) it compares the
2001 self-supply revenues of competitive carriers with the 2000 RBOC numbers, detlating the
RBOC number by $3-billion on Vcriron's own calculation;"" and (3) it includes revenucs in the
relatively more contested and irrelevant long distance private line services market ($985-million,

or 23%. of CLEC revenues bur only 7.5% of ILEC revenues).” Even using Verizon's sources

44. See Veriron Reportat 27. Verizon also makes projections for the value of self-supply
access for AT&T and WorldCom based upon the increase from 1998 to 199%. 1d. at 28.

45. See CLLEC Report 16" ed. at Ch. 3, Table 13
46. See CLEC Report 17" ed. at Ch. 3, 'Table 9

47. Vcrizon Report. at 28.

48. See FCC, Industry Analysis Div., Telecommunications Industry Revenue 2000, at 13 & 17
(Jan. 2002).

49,

o

Verizon Report, at 28.

50. FCC, Industry Analysis Div., Telecommunications Industry Revenue 2000, at 13- 14, 17-
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and growth assumptions and adjusting for thcsc three factors, the 2001 CLEC share of the local

access and private line market is 22%."'

41. Third, the component revcnucs that Verizon relies on to come up with the supposed
$10-billion special access revenue total for CI.EC services are plainly exaggerated. Verizon's
Table 4 purports to capture the special access revenues o f CLECs that provide more than $20-

million of services, but the basis tor this calculation fails to withstand scrutiny. The flaws in this

table include:

*  FEveniftaken at face value, the figures as presented by Verizon sum to less than $7.24-

billion in CLLEC special access revenues.

» A |&T’s 2001 spccial access revenue is presented as $2.88-billion, hut New Paradigm

now estimates that figure to be $2.38 billion.**

S0. (...continued)
18.

51. ILEC 2000 revenues for local private line and special access services, derived from the
same FCC tables that Verizon uses, are $13.5 billion. FCC, Industry Analysis Div., Telecom-
munications Industry Reverue 2000, at 13 & 17. For 2001, using Verizon's ILEC revenue
growth assumption (Vcrizon Competition Statement, at 27), indicates ILEC 2001 special access
revenues of $18.6 billion. FCC tables indicate $3.22 billion of CLEC local private line and
special access revenue in 2000, FCC Industry Analysis Div., Telecommunications Revenue
2000, at 14 & 18, which, usingthe New Paradigm Resources Group estimate o f the growth rate
in CLEC special access revenues from 2000 to 2001 {17.9%), increases those revenues to $3.8
billion for 2001. Adding Verizon's aggressive estimate of$1.3 billion of “setf-supply™ by
AT&T and MClI brings the 2001 CLEC total to $5.1 billion. 5.1/(5.1 + 18.6) =.22,

52. Id. AT&T carrier profile at |, 6 (estimating that dedicated access/transport - the source
Veriron employs for its special access revenue calculations — accounted for 18% oftotal

revenues, which were $13.2 billion).
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WorldCom’s 200 | special access revenue is presented as $2.207-billion, but New
Paradigin now estimates that figure to he $1.62-billion.*> Even that reduced figure

appears to include WortdCom’s international revenues.

The Qwest figure of $480-million apparently includes special access revcnues derived
from provision of certain special access services within Qwest's incumbent region, as
well as international revenues.” The Qwest figures, in any event, predatc Qwest's
massive dowiiward revisions of revenues and, given Qwest's ownership structure,

would he questionable evidence of true competition between ILECs and CLECs.

ID'I/Winstar’s spccial access revenues arc presented as $190-million. New Paradigm

estimales that the company’s special access revenues for 2002 were only $24-million **

ICG Communications' special access revenues are presented as $165-million. New
Paradigm estimates that the company's special access revenues for 2002 were $133-

miilion.’

53. 1d, WorldCom carrier profile at 1, 5 (estimating that dedicated access/transport accounted
for 14 % oftotal revcnues, which were $1 1.6 billion).

54. fd., Qwest carrier protile at 3 (describing Qwest's stralegy to market services in the 14-
state region previously served by U.S. West, with whom Qwest merged in 2000).

55. /d., Winstar carrier profile at |, 5 (estimating that dedicated access/transport accounted for
20% of 1D1/Winstar’s total revenues, which were $120 million),

56. 1d.. ICG C'ommunications carricr protile at I, 5 (estimating that dedicated access/transport
accounted for 29% oftotal revenues. which were $460,000).
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*  Mecl cod LISA is presented as having $01-million in special access revenucs. New
Paradigm estimates that the company’s special access revenues for 2002 were $77-

million.”

* As noted above, the relevant market concerns local special access and private line,
which requires reduction ofthe resulting figures by, in aggregate, 23% (the portion of

C'LEC' special access revenues attributable to interstate private line services).

Making these adjustment, based upon Verizon's own source, reduces the overall C1.LEC special
acccss revenucs to $4.6-bitlion, or $4.2 billion it Qwest is excluded altogether.®® That's less than

half the $10-billion figure being touted by Verizon.

42. Finally. and o f particular importance for assessing the extent o f facilities-based
competitive alternatives, much o f the CLEC revenues reflect resold ILEC special access faci-
lities. Verizon conlirms that BOCs provide approximately 56% oftheir special access lines (by
voice grade equivalent) to competing carriers,” and Verizon credits thesc lines as ones that are
included in the CLEC numbers of voice grade equivalent lines served. Verizon derives this
figure from the ratio of revenues the BOCs receive from end users as opposed to competing
carriers. While Verizon likely averestimates the percentage of its resold lines that are employed
as CLEC-served lines (rather than being used for upstream services), even if one assumes a
somewhat reduced percentage, the implications are clear: CLEC revenues for special access

services provided on a facilities basis (“on net) — which are the only relevant revenues for

57. ld., Mcleod carrier profile, at 6 (estimating that dedicated access/transport accounted for 7
percent oftotal rcvcnues, which were $1.1 billion).

58. These Ngures were arrived at by substituting the updated revenue amounts in Verizon's
Table 3 (CLEC Special Access Revenues) and then subtracting 23% ofthat total.

39. See Verizon Report, at 24.
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purposes ol judging facilities-based competition — are much lower than the total revenues they
report. because of the high portion of special access they provide over resold RBOC lines. Fifty-
six percent of 2001 RBOC special acccss revenues {cstimated by Verizon to total $18-billion)
amounts to $10-billion -— nearly all of CLEC special access revenues based upon even the most
aggressive assessments used by Vcerizon and the New Paradigm Resources Group. Deductions
from the $1O-billion tigure due 1o resale for upstream services would be at least in part offset by
the margin that CLECs would need 1o add to the ILEC special access services that they resell.
Whatever rcasonable assumptions arc used, the overwhelming majority o f CLEC special access
rcvcnucs are attributable to resold ILEC services rather than to facilities-based special access
servicecs. And that much smaller tigurc attributed to "on net™ rcvenues is dwarfed by the $28-

billion that Veriron estimatces tor the entire special access market.

Verizon Fails to Show that CLECs Can Economically Connect to More Than a Small

Percentage of Buildings.

43. As | have noted above, CLEC lacilities reach only a minute traction ofall commercial
buildings in the US. Of greatest importance to the touchstone competition inquiry. the
"availability ofcoinpetitivc alternatives,™ only a small percentage of buildings are or can be
connccted economically through *"on-net™ services provided exclusively over non-ILEC
facilities." Consequently, and as AT&T has rxplaincd betore, competitive providers o fspecial
access services can economically reach only a small fraction of the commercial buildings that

hold potential customers.™

60. See Review of the Section 251 Unbundiing Obligations of Incumbent Local Exchange
Carriers, CC Docket No. 01-339, Declaration of Michael E. Lesher and RobertJ. Frontera on
Behalf of AT&T Corp., at paras. 41-42.

61. See 'homas Decl., at para. 12.
[ ]
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44. In large measure, Vcrizon accepts this crucial analysis. It credits an estimate that non-
ILEC' special access providers can provide on-net service to only approximately 30,000

commercial buildings nationwide," which represents less than 1% ofthe total buildings served

by ILECs.

45. At the samc time, Verizon makes a series of marginal claims that attempt to blunt the
force of this basic concession. First, Verizon indicates that the number ofon-net buildings is
“constantly increasing™ and cites an AT&T statement that its local fiber network is growing.™
While itis undoubtedly true that AT&T's connections are increasing, AT&T has also established
that facilities-based special access competition is inherently limited to a small subset o fhighly
concentrated, high-tratfic customers.”” More importantly, the number of on-net buildings of
other important providers of spccial access services is not increasing: as service providers exit
the business altogether or scale down operations as part of Chapter || proceedings, reduce their
eftective connections, or reveal that their "on net" building and network claims were in fact

examples of irrationally exuberant overstatement.

46. Verizon also claims that CLLECs serve "approximately 330,000 buildings," while
admitting that inore than 90% o f these buildings are served in part or whole through resale o f
[1.EC special access facilities.® Even the larger figure provides no sound indication o f
competition even to that subset of buildings. Vcriron relies upon a New Paradigm Resources

Group report for its figure, but that report indicates that the two providers with the greatest

62. See Verizon Report, at | 3.

63. fd

64. See AT&T Reply Comments. at 11.

65. See discussion of Winstar, supra at para. 37

06. See Verizon Report, at 13,
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number ofbuildin  scrved: K logy Broadband, with 149.950 buildings served,” an XD
Communications. with 84,379 buildings served."* Both Knology and XO have in recent months
entered bankruptey.® New Paradigm now indicates that Knology has zero special access
revenues, and in fact the ""buildings" served apparcnrly reflectresidential cable 'I'V and related
retail services." Despite its earlier estimates, New Paradigin now indicates that reliable

information regarding XOs buildings connected is not available.”

47. Verizon also points to the concentration of special access customers, assessed hy traffic
and revenue, in relativety few buildings.” As a gencral proposition, and as compared to the total
special access market, there are relatively few buildings where customers and demand are highly
concentrated. Indeed, this is precisely the reason that the MSA-based exemption does not reflect
competition because compelitive alternatives remain unavailable ina large portion of the partic-
ular Phasc I inarkets. Verizon's claims regarding the importance of just four MSAs (New York,
San Francisco, Washington D.C., and Lor Angeles) emphasize the difficulties o f providing
broadly available competitive alternative facilities and services in the many other MSA s where
Phasc [I relief has been granted. Even so, the estimates ofconcentration that Verizon cites
appear to be considerably exaggerated because they are limited to data traffic, which ilself

represents only a relatively small portion ofthe market.

67. See CLEC Report 16" cd., Knology carrier profile at 1.
08. Id., XO carricr profile, at 1.

69. See CLEC Report 17" ed., Chapter 2 at Table 1.

70. /., Knology carrier profile, at 1-5.

71. 1d., XO carrier profile, at .

72. See Verizon Report, at 13-14.

=] ECONOMICS AND
=I1§ TECHNOLOGY, INC.



= N

Rcply Dcclarationofbee | . Selwyn
RM No. 10593

January 23, 2003

Pagc 37 0f60

48. The NYPSC’s careful examinations of competitive facilities in the most highly concen-
trated market, New York City, uhows the irrelevance of Verizon’s emphasis upon concentration
for showing that an overall MSA market is competitive. Inconcluding that Verizon remained
dominant in the provision o f spccial access services for all geographical areas in the state
including Manhattan, the NY PSC concluded that Verizon’s own data revealed that “a maximum

"™ Incontrast, New York City has

of 900 buildings [are] served by individual competitors® fiber.
more than 220.000 buildings that arc “mixed use, commercial. industrial or public institutions.”"
Because CLEC fiber loops were irrelevant to actual provision of services unlessjoined by further
facilities to particular buildings. the NYPSC report concluded that “Verizon represents a bottle-
neck to the development o fa healthy market for Special Services” (equivalent to special access

services)."

49. Finally. Vcrizon argues at length that evidence o fcollocation demonstrates the
existence of special access competition and cites the Commission’s reasoning that collocation is
an accurate basis to predict the presence ofcompetition throughout most of an MSA.” With all
due respect, that issue is the one now challenged before the Commission by evidence that, not-
withstanding collocation, competitive alternatives are not available in broad areas of the MSAs
subject to hasc 11 relief.”” Faced with that evidence. the Commission will need to address the

scope o factual competitive alternatives, and neither the Commission nor Verizon can rely upon

73. See Proceeding on Motion of the Commission to Investigate Methods to Improve and
Maintain High Quality Special Services Performance by Verizon New York, Inc., Opinionand
Order Modifying Special Services Guidelines for VerizonNew Yorkhc., Conforming Tariff, and
Requiring Additional Performance Reporting, NY PSC Case 00-C-2051, at 7-8 (June 13, 2001)

(“NYPSC lune Special Services Order”).
74. Id
75. fd, aty
76. See Verivon Report, at 14

77. See Tables 6 and 7 supra.
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the “predictive judgment™ that collocation serves as a proxy for relevant competition. And as |
have previously noted and as AT& I has shown,” collocation is in any event a nearly irrelevant

proxy for assessing the availability of tacilities-based competitive alternatives t end users.

The Majority of Fibrr Route Miles Operated by CLECs Are Long-Haul, Not Local.

50 Vcrizon claims that CLLECs opcratc 184,000 route miles of tiber and that a majority of
these miles are local, not long-haul.”™ Verizon does not provide numbers to back up its claim
about the breakdown o fthcsc miles, nor does it explain how this conclusion was reached, other
than 1o say that it is based upon public disclosures by the CLECs." However, as Veriron itself
acknowledges.*' most CLEC s do not publicly report how many ofthe route miles they operate
are purely local (as opposed to long-haul). so its assertion that a majority ofthese miles are local
is highly speculative. Morcover, numbers provided by the few CLECs that do publish the break-
down between local and long-haul miles undermine Verizon’s claim. For instance, McLeod-
USA. Inc., which operates a large C'1.EC nctworks, reports that only 5,000 of its 31,000 route
miles of fiber are local. while the rest arc long-haul.*? XO Communications, a large CLEC,

states that its intercity long-haul network consists o f 16.000 route miles of fiber, while its metro

78. See Implementation OF the Local Competition Provisions in the Local Telecommunications
A dof 1996, CC Docket No. 96-98, Declaration of C. Michael Pfau on Behalfof AT&T Corp. at
18-21, Filed July 17, 2002 (**Pfau Decl.").

79. See Verimn Report, at |, 12.

80. Fd ut 12, n. 53. Verizon derives its total figurc of 184.000 route miles from the 2002
CLEC Report by New Paradigm Resources Group. Inc.

&1. See Vcriron Rcport, at 12,

82. See McLeodUSA Inc., Form 10K, on file with the Securities and Exchange Commission g¢
24,

=]~ ECONOMICS AND
£/ TECHNOLOGY, INC.



<o O o =Sy o W NN —

w4 O B W e = B

Reply Declaration of Lec L. Selwyn
R M No. 10593

January 23, 2003

Page 39 0f 60

fiber network spans only 4.300 mikes.* And Adelphia Business Solutions reports that it has
9.536 local route miles and 7.879 long-haul miles.** Thus, ofthe nearly 70,000 route miles
operated by the thrce o fthe largest CLEC networks, only 19,000 — or 27 percent — arelocal.

This hardly qualilies as a majority.

51. Inaddition, many CLECs included in the list from which Verizon arrived at its total of
184,000 route miles do not even provide special access services. For example, the New
Paradigm rcport lists Knology Broadband as having 5.568 route miles o ffiber, and Verizon
apparently counts these miles in reaching its total of 184.000. Rut according to New Paradigm,
Knology does nol generate any revenue from special access services.*® In fact, eight ofthe
CLECs included inthe list from which Verizon arrived at itstotal figure do not generate any
revenue from special access services.** In addition, several other CLECs, such as CTC
Communications Corp., generate only one or two pcrcent oftheir revenues from special access
scrvices - again, indicating that most of the routc miles operated by these companies are not
relevant to an analysis of competitive fiber special access scrvices. Verizon does not take into
account any ol these considerations in asserting that a majority of the 184,000 roule miles

operated by CI.ECs are local. 1t simply makes this assertion and then treats it as fact. But based

83. See YO Launches Broadband Services in San Antonio, Jan. 10, 2001, press release
available at http://www.xc.com/news/54.html; XO Will Provide Nationwide Gigabit Ethernet
Service, Sept. 25, 2000, press release available at <http://www.xo.com/news/26.html>.

84. See Adelphia Business Solutions, Inc. Announces Third Quarter Results of Operations,
Nov. 12, 2001. press release available at <http:/lwww.prnewswire.com/cgi-bin/micro_stories.pl?
ACCT=119453&TICK=ABIZQ&STORY=/www/story/] I-12-2001/0001614064& EDATE=
Nov+12,42001>,

85. See CLEC Report 2002, Ch. 6 (15" cd.)

86. In addition to Knology. the following companies do not generate any revenue from special
access services: RCN Corp.; Allegiance Telecom, Inc.; Advanced TelCom Group, Inc.; Choice
One Communications; Global Crossing, Ltd.; Florida Digital Network; SunWest Communica-
tions. See C'LEC Report 2002, Ch. 6 (15" ed.). Together, these companies operate 22,509 route
milesoffiber. /d., Ch. 4 at Table 13.
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upon the evidence provided above, it is clear that the majority of route miles operated by CLECs

are not local for purposes o f provision ot special access.

Wholesale Fiber Providers and Utility Competitors Are Not a Reliable Source of

Supply.

52. Verizon also makcs exaggerated claims about the availability o fwholesale local fiber,
slating that wholcsale suppliers satisfy a large part ofthc CLIEC s demand for interoffice trans-
port."" As with its assertions about route miles, Verizon offers no evidence to support this claim,
other than the selt-promoting comments by some o f the wholesale tiber providers themselvcs.
Butas AT&T has pointed out in other proceedings,* there are several reasons 1o doubt that

wholcsale tiber is a reliable source of supply for CLECs.

53. First. several analysls have questioned whether the wholesale dark fiber market is even
a viable market® Indeed, witnesses for the 1L.ECs themselves have raised this concern. pointing
out the difficulties involved in connecting 1o a fiber network that has already been built.” As
one witness for Veriron has slated. ""One doesn’t plan and build tiber with the idea of going back
and reopening splices and touching them. To the contrary, one builds with the intent that you

won’t ever have to go back.™' Given these and other statements by the ILEC’s own witnesses, it

87. See Verizon Report, at 15.

88. See Review of the Section 251 Unbundiing Obligations of Incumbent Local Exchange
Carriers, CC Docket No. 01-339, No. 96-98 & No. 98-147, Declaration of C. Michael Pfau on
Behalf of AT&T Corp. at paras. 35-47. ("'Pfau Declaration™).

XU. Id.. at para. 37 & n.18(quoting U.S. Wholesale Wavelength Services 6337-64, Frost &
Sullivan 2001, p.7).

90. /4., at para. 39.

91, 1d
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is more than a little surprising that Verizon now suggest that access to dark fiber will be easy or

quickly attainable.

54. The second major obstacle to the use of wholesale fiber is the precarious financial
situation the industry now finds itself in. Verizon's presentation o f the facts is once again
trapped in a time warp, touting the promise of the wholesale fiber industry as ifthe bubble era
still existed. But the bubble has burst, and the “wholesale data market has been one ofthe seg-
ments most severely affected by the telecommunication’s industry’s turmoil.”* *“After several
years of initially promising growth, the carriers’ carrier industry is now under the gun. Some
lirms have already ceased operating. others are in Chapter || lookingto recover, and many
others are struggling.”” Indeed, ofthe nine companies cited by Verizon as wholesale local fiber
suppliers, three have filed for Chapter Il bankruptcy, and several others have experienced finan-
cial difficulty.”™ Others, such as American Fiber Systems and Fibertech Networks, have
announced plans to develop significant networks, but have so far only deployed dark fiber in a

handful o fsmaller markets.

55 Forecasts for the future are equally dim. “The shakeout gripping the U.S. carrier
industry is not over,” a recent industry analysis declared.” “Simply put, there are still too many

players with too much debt and little competitive differentiation chatingtoo few customers, who

92. See North Anierican Wholesale Data Marker on the Ropes at 2, Gartner Dataquest,
November 13, 2002 (“On the Ropes”).

93. 7he Curriers’ Currier Playbook at 3, The Yankee Group, August 2002.

94. The suppliers that have declared bankruptcy are Metromedia Fiber Networks, Northeast
Optic Network, and Yipes Communications. In addition, both Progress Telecom and NEESCom
reported losses in recent public disclosures. See Pfau Declaration at 24. Many ofthe other
companies cited by Verizon are privately held, and therefore financial information is not readily
available.

95. I, at 17.
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" The result is that industry revenues

are facing their own iancial and operation;.. problems.
arc expected to continue their recent decline lor at least for the next two years.”” And that will
inevitably lead to more business failures. According t¢ one analyst, “a number o f these carriers
will go through bankruptcy niore than once, and the cleansing cffect on the market cannot be

cxperienced fully until more players actually consolidate or go out o fbusiness.™”

56. Verizon suggests that many oflhe companies that have tiled for bankruptcy are
operating normally and that Chapter 11 has been little inore than a spced bump on the road to
success.” To support this claim, Veriron cites to press releases in which the companies state
that they will continue to eperate without interruption during their reorganizations. Butcom-
pany press releases, which arc designed tu comfert worried investors and customers, are hardly
solid evidence that these companies will rebound from bankruptcy as reliable suppliers. And as |
have pointed out above, bankruptcy is notjust a normal business condition; it is I serious
impediment to competition. Because dark fiber connectivity contracts are generally for lengthy
periods of time (in the range of 20-years), the buying carrier must have confidence that the
supplying carrier will be sufficiently stable to cngage in long-term relatiunships. Companies that
have recently emerged from bankruptcy or that havc cxpcricnced financial difficulty are unlikely
to instill ithat kind of confidence. As one industry analyst points out, “restructuring under

Chapter 11 protection may provide a new lease on life for a lew lirms, but it is not a magic bullet

96. Id
97. See Wholesale Voice Services 6339-63, Frost & Sullivan 2002, at 2.
98. Se¢ On the Ropes, at4.

99 See Verizon Report. at 16.
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for all that ails the carriers' carrier industry. Infact, it may actually prolong industry turmoil and

uncertainty, ™"

57. Verizon's final claim is that the entry of utility companies into the wholesale supply
business will provide CLECs with the fiber they need for special access.'” Butthis assertion is
as unsupported as all the others that Verizon has made. Although some utility companies have
expressed an intention to supply fiber, there is no evidence that any ofthe utility companies
listed by Verimn will soon become signilicant players in the wholesale market. Indeed, ofthe
sixteen companies listed by Verizon, seven give no indication on their websites that they even
offer carrier serviccs; one has ceased its telecommunications operations; one is bankrupt; and
one does not own its own metro fiber."" Of the remaining companies, one expresses a lack of
intcrest in providing dark fiber. Utility companies may eventually have some success in pro-
viding limited meiro fiber services because oftheir low incremental cost ofdeploying fiber in
existing rights-of way, using existing structures and construction resources.'” But utilities have
no obligation to provide supply to CLECs. nor do they have any incentive to price their services
below those of [1.EC alternalives. such as spccial access. |t istherefore premature to conclude

that utilities will become a viable source of supply for CLECs.

The Evidence Shows that ILECs Have Undermined Downstream Service Competition.

58. Verizon devotes considerable effort to demonstrating that the 11.LECs have not yet under-

mined competition in inarkets that employ special acccss services as an input, and claims that

100. See The Carriers' Carrier Playbook, at 17
[01. See¢ Veriron Report. at 8.
102. See¢ c.g ,Pfau Declaration, at para. 46.

103, /d, at para. 47.
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evidence of competition in these markets shows that the ILECs are not engaging in price
squeezes and related anti-competitive power available to them through market power in special
access services. The arguments prove nothing regarding competition in the market for special
access services, nor do they rebut or present any inconsistency with evidence that has been
presented to the Commission that the ILECs have in fact cngaged in such anti-competitive

activities.

59. Even if Veriron's competition figures in downstream markets could be accepted as true,
the evidence huas no bearing on any conclusion that might be drawn about special acccss compe-
tition. ILECSs™ having thc opportunity to gain market sharc in these markets is precisely what
provides ILLCs with the incentive, combined with the ability provided by their dominance over
special access lacilities, to engage in anti-competitive conduct. Showing the robustness of com-
petition in those markets only indicates that, due to resulting competitive margins, non-1LEC
competitors will be vulnerable over time to anti-competitive actions. And, of course, the
Vcriron materials show that the ILECs have been gaining market share in the long distance and
A'TM/Frame Relay inarkets, just as would be cxpcctcd if they were engaging in anti-competitive

pricc squeezes and non-price discrimination against downstream competitors.'”

60. Indeed. Verizon confirms that, for two ofthe largest markets, RBOCs® market share
increases have becn limited only by regulations that are disappearing monthly, and Veriron
concedes that RBOCs in fact dominate the third market, lor local scrvices provided to large
businesses. Verizon claims that RROCs have not yet established a significant market share in
enterprise long distance and then candidly notes that “[t]he Bell Companies have only recently

begun providing long distance service to business customers in some states.”™*" Verizon

104 See¢ Verizon Rcport, at 29-30

10S 1d.at 29
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estimates that RBOCs collect "less than 15 percent of nationwide ATM and Frame Relay
revenues” and then attributes this fact as "due to the restrictions on provision ofinterLATA
services.”'" Verizon does not even attempt to minimize the RBOC share oflocal services for
large business customers, other than to note that CLLECs serve a small minority o f switched
access lines using their own facilities or resold I[.LEC lines. Blinking at reality, Verizon seeks to
establish the vibrancy of competition by quoting a CLEC industry group's assessment o fits own
members as "'solid, well-financed companies [ready] to compete head-to head with Bell

companies.”™"”

61. Verizon's market share evidence is entirely consistent with the structure o f markets
vulnerable to and affected by a monopolist's anticompetitive actions, and in fact evidence o f
those abuses in the special access market is widespread. AT&T has provided the Commission
with pervasive evidence o f non-price discrimination, particularly inthe provisioning of special
access service to competitors, and the NYPSC has documented widespread non-price practices
with anti-competitive implications for markets that require RBOC special access services as an
input.'® Similarly, AT&T has documented that the RBOCs engage in classic price squeeze
tactics: in more than halfthe areas examined in a wide-ranging study, the RBOCs charged
A I'&T far more for special access than charges to its retail customers for intraLATA frame relay
or AT™M ports — in some areas, 150% more than a rate that would have allowed AT&T lo

provide a competitive offering. "

106. fd., at 30.

107. 1d.,at 31-32 (quoting statement of ALTS, from Communications Daily, CLEC Industry
Will Revive in 2003, Report Says (Ocl. 18, 2002).

108. Sce Comments of AT&T, Review of Regulatory RequirementsTor Incumbent LEC Broad-
band Telecommunications Services, CC Docket 01-337, at 32-37 (March |, 2002) (presenting
cvidence and surveying NYPSC reports).

109. /d. at 33 (citing Benway Declaration).
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3. ARMIS RESULTS PROVIDE A VALID DEMONSTRATTION OF SPECIAL, ACCESS
RATES OF RETURN THA'l ARE EXCESSIVE BY ANY REASONABLE STANDARD

ARMIS data provides a conservative estimate of RBOC rates of return on Special Access
Services, and confirms that these arc clearly excessive by any reasonable standard.

02. Each of the RBOCSs has taken exception to AT&T’s use of ARMIS data to demonstrate
that the RBOCs have for several years been earning excessive rates o freturn on special access
services. #nd that thcse rates of return are incrcasing at the same time as the RBOCs obtain
greater and greater pricing flexibility. The RBOCs’ general and specific criticisms o f such

ARMIS-hased conclusions are without merit.

63. ARMIS is simply not the regulatory white elephant that the RBOCs make it out to bc.
Although ARMIS has been scaled back since the onset of price cap regulation, the Commission
has repcatedly resisted eliminating the core reporting requirements of the ARMIS system. The
Wireline Competition Bureau's Industry Analysis Division states in“ARMIS Frequently Asked
Questions” that the data is used to support the Commission's analysis o fbroad policy issues,
including the “Financial Conditions ot the Industry (How Carriers are Doing and How Our
Regulatory Programs are Working)® and “Consolidations and Mergers (Measure Changes in
Produclivily, Profitability, Service Quality),” as well as numerous areas offocused study.
including “Rate Jevelopment,” “Depreciation,” “Cost,” “Financial Analyses,” “Rate of Return,”

“Trend Analysis. and “Identification of Audit Topic/Subjects.”""

64. Moreover, cven as ARMIS has been revised, the FCC has made it clear that the
reporting requiremenis support the Commission’s ability to monitor the effectiveness of its

regulatory policics. The Commission has repeatedly signaled that price regulation does not

110. ARMIS FAQ. embedded tile at http://www.fec.gov/web/armis/ (accessed 1/22/03)
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make its cost accounting rules, as reported under ARMIS, obsolete.” The Commission has
appropriately resisted the RBOCSs" persistent attempts to make ARMIS atool of deregulation
rather than a regulatory tool that gets updated to reflect changes in regulatory requirements made

in rcsponsc to such competition as has been shown to exist.''?

63. Each of the RBOCs advances the possibility that the specific allocation of costs and
revenucs to individual service categories, as rctlected in ARMIS, could result in the understate-
mcnt ofspecial access costs (or the Overstatement o f revenues), and hence in an overstatement o f
rales ofreturn on special acccss services. However, the RBOCs offer very few specitic
examples to support this claim, and the several that they do provide cannot begin lo account for
the very significant excess earnings levels that AT&T has calculated based uponthe ARMIS
data.'"” Where the RROCs' claims have been articulated in sufficient detail to permit it, 1 have
examined these specific criticisms and have determined that they are either (a) erroneous, (b)

irrelevant to special access. (c) have an insignificant financial impact uponthe special access

I'1'l. Comprehensive Review of Accounting Requirements and ARMIS Reporting
Requirements for Incumbent Local Exchange Carriers: Phasel, CC Docket 99-253, released
March 8, 2000, at para. 48: "The Commission continues to require accounting and financial data
about these carriers to make informed regulatory judgments on numerous policy and ratemaking
issues. Furthermore, under the current regulatory price cap scheme, carriers have the ability 1o
seek full recovery of regulated costs through low-end adjustments, as well as taking claims.
Thus, our continued monitoring of the reasonableness o f these costs is necessary." See also,
2000 Biennial Regulatory Review — Comprehensive Review ofthe Accounting Requirements
and ARMIS Reporting Requirements for Incumbent Local Exchange Carriers, Phase 2, CC
Docket 99-253, FCC 00-199, released November |, 2001, at paras. 10-12.

| 12. See. e.g., 2000 Biennial Regulatory Review of Accounting and ARMIS Requirements,
supra, at para. 6: “In adopting these rule changes, we have attempted to steer a course that
avoids both deregulation simply for its own sake and the countervailing temptation to retain rules
that may no longer be necessary."

I13. As an aside, it should be noted that the RBOCs are hardly passive recipients o f the
Commission's cost allocation rules. Over the years, RBOC mput has worked to shape cost
accounting and other reporting requirements in ways that, ifanything, work to support, and not
frustrate, RBOC strategic goals.
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rates of return as calculated by A'T&'F. and/or () offset by other allocation adjustments that cut

in the opposite direction.

66. DSL costs and revenues. Kahn/Taylor, BellSouth and Qwest note that most carriers
include DSL rcvenues in ARMIS-rcported special access revenues, while special access accounts

114

arc typically assigned only a fraction ofthe costs.””™ Qwcst indicates that:

the rules assign revenues associated with Digital Subscriber Line ('DSL")
services and interstate packet switching services to the special access element,
but assign a significant portion of the associated interstate costs to other
elements. Taken together, these issues significantly inflate the rate-of-return
nuntbers upon which AT&T places so much reliance. '

The actual impact, however, ot thts DSL rcvenue upon special access rates o freturn is
demonstrably minor. First, SBC doeys not include DSL revenues in its special access service
category.'"® As for the other RBOCs, the Table below excludes DSL revenues based upon
Kahn/Taylor estimates, and recalculates special access rates ofreturn with DSL revenues

removed.

I'4 Kahn/Taylor Decl., at 14-15; BellSouth Comments at 6; Qwest Comments at 4-3.

115, Qwest Comments, at 4.

116. Kahn/Taylor Deel., at fn, 28.
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Table 12

Estimated Interstate Special Access Costs and Revenues
By RBOC (Including GTE)
Using Kahn/Taylor DSL Revenue Assumptions
$ in Thousands
Qwest | SBC

2001 2001

|_Verizon
2001

Sum RBOC
2001

BellSouth]
2001

Revenues

1,853,718

$1,547,442

$4,374,967

$4.656,039

$12,432,167

Expenses

651,550

$540,240

$1,286,951

$2,564,752

$5,043,493

Net Return

751,379

5646.769

$1,928,324

$1.,252,839

$4.579,311

35,768,191
21.72%

$12,232,465
37.44%

$3,531,727
54.60%

1,525,302
49.26%

$1,407,245
45.96%

Net investment
Rate of Return (%)

Revenue
Attributable to DSL

Rate of Return
without DSL 31.95% 43.14% 54.60% 19.88% 34.08%

Source: ARMIS Table 43-01, Accounts 1090, 1190, 1910. 1915. Revenue figures
are based on Kahn/Taylor assertion that total DSL revenues in 2001 for BellSouth.
Verizon and Qwest were $410 million {Kahn/Taylor, at 15). BellSouth DSL revenue
figures from the BellSouth 2001 Annual Report, Verizon and Qwest figures are
estimates based on proportion of each company's DSL subscribers and residual
revenues from the Kahn/Taylor revenue figure after removal of BellSouth revenues
As noted by Kahn/Taylor, SBC DSL revenues are not included in special access
ARMIS data. and therefore have not been removed.

$264,000 $39.689 $0| $106.311 $410,000

67. Removing all DSL revcnues for all RBOCs claiming to book those revenues to special
access accounts reduces the special acccss rates ofreturn by about 3.3%. Total RBOC return on
special access services, per ARMIS, would decrease from 37.44% to 34.08% #f DSL revenues
are removed but without any other adjustments. This estimate, however, is likely to be highly
conservative (i.e., to understate the residual special access rates o f return) since, as explained
below, it is also likely that at least some, perhaps cvcn most, DSL investinent and associated
expenses are also included in special access accounts. Indecd. BellSouth has specifically noted

that it assigns DSLAM circuit investment to special access, confirming the conservative nature
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of this estimate.'” Inasmuch as Kahn/Taylor’s DSL revenue figure of $410-million is

unsupported and refers only to 2001 revenues, | have prepared an additional estimate of special

access rates of return without DSL revenues, using verifiable sources. Table 12 below contains

rate of return caleulations employing alternate estimated DSL revenues.

117 BellSouth Comments. at fn. 6.
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Table 13

Estimated Interstate Special Access Costs and Revenues

By RBOC (Including GTE)
$ in Thousands
BellSouth west SBC Verizon Sum RBOC
2000 2001 2000 2001 2000 2001 2000 2001 2000 2001
e T SRR SR R
Revenueas 1,233,259| 1,853,719} $1,226,147| $1,547 442| $3,405,544| $4 374 967| $3,718 755| $4,656,038 $9,583,705| $12,432 167
Expenses 404,806 651,550 $517,281 $540,240| $1,374,033| $1,286.951| $2,387,030| $2,564,752| $4,773,150| $5,043 493

Net Return 458996| 751.379] $452,893] 3646,769] 31,261,469| 31,928,324 $793,275| $1,252,839] $2,966,633| $4,579,311
Net investment 1,247 668( 1,525,302 $1,181,0701 $1.407,245( $2,919,756( $3,531,727] $5,102 557} $5,768.191] $10,451,051] $12,232,465
Rate of Return (%) 36.79%) 49.26% 38.35% 45.96% 43.20% 54.60% 15.55% 21.72% 28.38% 37.44%

Revenue

Attributable to DSL $51,600] $183,456 $88,193| $159,197 30 S0l $143,280] $377.622 $283.073 $720,275
Rate of Return

without DSL 3265%| 37.23% 30.88% 34.65% 43 20% 54 60% 12 74% 15.17% 25.68% 31.55%

Source: ARMIS Table 43-01, Accounts 1090, 1190, 1810, 1915. DSL Revenue figures are based on the average of prior and current year-end
DSL subscriber figures (where 1999 subscriber figures were not released, the number was assumed to be 0) multiplied by the average annual
revenue from broadband access, as estimated by McKinsey & Company/JP Morgan in Industry Analysis: Broadband 2001, Apnl 2, 2001, at Table
2. As noted by Kahn/Taylor, SBC DSL revenues are not included in special access ARMIS data, and therefore have not been removed.
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